I. INTRODUCTION
Turkey's laws regulating foreign investment were radically altered during its last two Five Year Plans. The purpose behind these changes was to move away from a policy of import substitution and centralized control, effected by strict customs barriers and bureaucratic regulations which discouraged foreign investment.' Historically, the prior policies of public enterprise and government planning were based on a suspicion of foreign investment dating from the founding of the Republic and were, in part, a reaction to centuries of quasi-colonial status imposed upon the Ottoman Empire by European powers. 2 On January 24, 1980, the Turkish government announced that it had taken various measures to liberalize the economy and encourage foreign investment. At the center of this change was a policy which favored private investment over governmental, free trade over protectionism, and foreign investment over economic nationalism. 3 One purpose of this paper is to describe and analyze those changes in legislation relevant to lawyers representing foreigners interested in investing in Turkey.
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A second purpose of this paper is to examine, in economic terms, how well the Turkish experiment has worked. The policies of public ownership, protectionism, and economic nationalism found in Turkey prior to 1980 were similar to those held by most developing and east bloc nations until the withdrawal of the Soviet Union from Eastern Europe and their perceived failure in developing countries. 4 Now lawmakers in many countries are being asked to structure reforms which will promote economic growth. Because the Turkish economic reform process has lasted a decade, it represents a working model of the type of legislation which nations similarly situated might adopt.
H. PRIVATIZATION
The earliest attempt to privatize Turkey's inefficient state enterprises occurred in 1950 when the Democratic Party came to power. 5 Because the weakness of the private sector and the inadequacy of private savings prevented that and succeeding governments from success, prior to 1980 the State Planning Organization (SPO), which is in the Prime Ministry, continued to maintain strict control over all projects and investments, emphasizing government ownership of major industries. 6 This resulted in a less than 50% private-sector share of total fixed investment and a low rate of foreign investment. 7 State Economic Enterprises (SEEs), responsible since the early 1940s for the establishment of Turkey's industrial base, have remained dominant, accounting for more than 44% of total fixed investment and employing over 700,000 workers engaged in the manufacture of basic metals, tobacco, petroleum products, textiles, and paper products! Perhaps the most dramatic change to occur in the early 1980s was the implementation of a policy aimed at limiting governmental commercial activity and opening public sector activity to foreign and local private capital. In 1983, Law No. 2929 distinguished between establishments operating according to commercial principals and those oriented toward public service. SEEs were to operate along commercial lines while Public Economic Enterprises (PEEs) were to produce and market necessities and state monopoly goods and services. Decree No. 233 in 1984 made clear that SEEs are to operate on principles of productivity and profitability, while PEEs are to work on the basis of productivity. In 1984, the government also commissioned a master plan aimed at the privatization of SEEs to make the economy more efficient. 9 Under this program, when the decision is made to privatize a company, the Public Participation Administration (PPA) decides, according to the characteristics of the enterprise, the best method of privatization. They might award management contracts, or assign leases to private sector companies, or the shares of the enterprise may be transferred to the PPA to be made available to the public. By March 1991, three SEES (Petkim, a national petrochemicals corporation; Sfimerbank, a manufacturer of textiles, clothing, ceramics, and footwear; and Turkish Airlines) were transferred to PPA for privatization. In addition to these SEEs, fifteen subsidiaries, five banks, and the state shares of sixty four public 8. Marketing, supra note 1, at 13.600,000 public-sector workers are in unions, while another 145,000 workers are barred from forming unions. A. Marcus, Ratification ofNewAccords Welcomed, But More Needed, DATELI2N, Feb. 18, 1989, at 5. companies have been transferred to PPA for privatization."° The first public offering by the PPA occurred in February 1988. It involved the sale of 22% of the shares of TELETA , the 40% stateowned telecommunications company. The result of the sale is that the government now has 22% of the equity, Belgium's Bell Telephone (an ITT subsidiary) holds 39%, and private investors and state groups own 21%. " Three other companies privatized in 1988 were sold directly to foreign investors: ANSAN, a bottling concern, went to Coca Cola; USA , an airport services group, went to Scandinavian Airline System; and five cement plants belonging to 9,[TOSAN were bought by a French company. However, recent court decisions have annulled the sale of (,fTOSAN and USAq, calling into question the future of privatization in Turkey. As one commentator stated, "A recent instance of uncertainty is the privatization program, the aims of which are to spread the country's narrow savings base, modernize the state sector, raise revenues and attract large inflows of foreign currency. But in 1990 the program ran aground on residual sympathies for economic nationalism." 12 The cases were brought before the Administrative Courts by opposition parties. The decision to set aside the sales was grounded on a finding that the 1954 Foreign Investment Law prohibits foreign capital in monopolies, and on a directive by the government in 1987, which ordered that state assets should be offered for sale to Turks or Turkish interests before foreigners. The Prime Ministry and the PPA have appealed the decisions to a higher court, and the President of Turkey, Turgut Ozal, has stated that the privatization program has not been damaged because, at the time of the sales in question, public participation in the Turkish stock market was minimal, forcing the block sale of the two SEEs to foreign companies. He further stated that, "There are no restrictions about the way State companies may be sold. Due to the rapid development of the Turkish stock market, conditions are very favorable for us to offer shares to the public." ' 13 The PPA is continuing its efforts to privatize and has offered the shares of three groups of state-owned companies on the Istanbul Stock Exchange and hoped to raise two billion Turkish Lira (TL) from privatization in 1991."4 There has even been an attempt to reduce the governmental monopoly on tobacco products. On May 2, 1991, a decree was implemented allowing private companies, which produce a minimum of two thousand tons per annum of tobacco products in Turkey, to import and distribute their own brand with no limitations. 15 Despite setbacks, Turkey's privatization program is viewed as a success in increasing private sector investment. 16 136 gives the FID additional responsibility for the approval of management contracts and the investment of blocked accounts of foreign companies in foreign capital shares in Turkey. In addition to processing foreign investment applications, the FID also advises and assists foreign investors and reviews and approves licenses, as well as royalty and management contracts. 37 There is presently no limitation on the amount of the foreign investment, the assigning of management and technical staff, or the equity participation of foreigners. Indeed, foreign firms may hold 100% equity unless the foreign investment is in a joint venture with a state-owned company. 38 Foreign companies can enter such joint ventures and have a controlling share, but the share of the state-owned company must be at least 15%." 9 The FID has power to approve foreign investment up to $150 million. The approval of investments over this amount must be submitted to the SPO for preliminary evaluation, and then to the Council of Ministers for approval. 4 "
Other areas of potential foreign investment are regulated by separate laws and governmental organizations. These are: banking, tourism, 4 leasing, mining, insurance, and petroleum.
B. Investment in the Tourism Industry
Under the Law for the Encouragement of Tourism Investment, No. 2634, dated March 15, 1982, a foreign investor must obtain investment approval from the FID and the Ministry of Tourism. 42 As a practical matter, an investor is advised to submit a proposal to the Ministry of Tourism for study and suggestions. After the decision is made to invest, application is made to the FID for preliminary authorization. When this is granted the entity must be formed in Turkey under the Turkish Commercial Code. This usually involves the incorporation and registration of a joint stock company. This completed, application is made to the Ministry of Tourism for an investment license. Finally, after the license is granted the investor can apply to the FID for an incentives certificate. 43 The Law has detailed requirements for hotels, motels, camping, restaurants, yachts, and other tourist facilities; and it 38. Marketing, supra note 1, at 42-43. empowers the Ministry to inspect facilities and levy fines and cancel certificates.'
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C. Investment in the Leasing Industry
Leasing has been seen as an answer to the problems created by the unavailability of medium-term credit on a free market basis. The potential for leasing in Turkey, both to private and government concerns, has been estimated at over $600 million per year. 45 In June 1985, Turkey passed a Financial Leasing Law which was meant to cover all aspects of leasing. 46 The Law had little effect for the first year because it included a number of restrictions including a 20% withholding tax on cross-border transactions and a minimum four year contract term. These restrictions have been, in part, removed. The withholding tax has been reduced to 5% and the four year maturity rule has been changed for goods which have a depreciation period of less than four years. 47 Other limitations remain including the requirements that Financial Rental Companies can be formed only as joint stock companies, and that the minimum paid-in capital for Turkish companies is one billion TL. Branch operations of foreign companies must have paid-in capital of no less than $2 million. The rental receivables of the lessor from one customer may not exceed 25% of the equity unless an exception is made, in which case it may go up to 40% or 75%. 48 This requirement has been criticized as limiting investors to small-scale leasing and it is thought that these obstacles will slowly be removed. 5 Foreign firms are, as in the past, allowed to explore and develop most mineral resources, but the Mining Law protects license applicants from subsequent applicants, so that it may be necessary to purchase prior applicants rights or to set up a joint venture with them. 51 After much legislative debate about whether there should be restrictions on private and foreign investment in the mining of certain minerals, the decision was reached to allow unrestricted investment in all minerals but Boron. To protect Turkey's dominant market position in Boron, private sector firms producing Boron or its derivatives must sell their output to Etibank, a state enterprise, for marketing to the ultimate consumer. For all mining, a royalty of 5% of a mine's pretax profits is to be paid to the Treasury for mineral rights, and a second 5% is to be paid to Etibank's Mining Fund established for research, development, infrastructure, and export financing. If there are no other applicants for an exploration license, the government may issue one after a fifteen-day waiting period. 52 amended raised the minimum paid-in capital of an insurance company to one billion TL, and requires that "foreign insurance companies forming branches or joint stock companies in Turkey must be joint stock companies or the equivalent in their domicile." '54 The amendments also provided for the issuance of regulations which-were published on June 21, 1988 and August 21, 1988." The regulations require more reporting, reserves, and government control over the quality of service than the previous law, and the government hopes that the "potential for growth in the relatively under-insured Turkish market together with the new regulations will encourage major new entrants into the market." 56 It has been stated that entering the insurance business in Turkey is difficult because of fixed premium rates which are low when compared with recovery rates. 57 Since October of 1989, companies have been allowed to vary premiums by 10% on each side of a fixed price, but it still can take over a year to get approval of a new policy idea. A recent requirement that an insurance company have a minimum five billion TL capitalization "drove a few foreign companies away, but others have flocked to join a market of 55 million Turks who currently spend less than five dollars a year insuring themselves. 
E. Investment in the Insurance Industry
F. Investment in the Petroleum Industry
Most petroleum activities are governed by Petroleum Laws No. 6326 and No. 2808,' administered by the General Directorate of Petroleum Affairs (GDPA), an agency of the Ministry of Energy and Natural Resources. 61 "Petroleum operation" is defined by the law as exploration, discovery, development, production, and refining, as well as storage, transportation, and sale of crude oil or petroleum products. 62 It does not include the sale, storage, and transportation required for the sale of petroleum products to consumers directly or through distribution organizations. 63 "Petroleum production," also regulated by this law, is defined as operations conducted to produce petroleum products, and "Petroleum product" is "any finished or semi-finished hydrocarbons derived from petroleum by condensation, chemical treatment, refining or other means and processes.'"'" It is clear that refining of petroleum or the manufacturing of natural gas or liquified petroleum gases is regulated by the Petroleum Law. Other activities, such as the blending of lubricants and their distribution and sale directly to consumers, would not be regulated by the Petroleum Law, but rather by Law No. 6224 if conducted by a foreign investor.
The provisions of the Petroleum Law apply equally to local and foreign investors.' The GDPA is responsible for awarding exploration licenses and production leases unless they are in strategic areas such as the continental shelf and border areas, in 64. See § 7 (defiming "'Production," as "the production of petroleum from a field including handling and preliminary treatment of petroleum produced until it is conveyed into tanks, to a pipe line or to a refinery located in or in the vicinity of the petroleum field"); see also § 3(2) (defining "Petroleum Product"). or, as the government prefers, a joint venture with the state-owned Turkish Petroleum Corporation holding 49% of equity.
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IV. REPATRIATION OF INVEsTmENT
There are presently no limitations on the repatriation of profits, capital gains, or royalties, and the procedure for transferring currency for the payment of foreign accounts payable has been simplified. In the past, it was potentially a criminal offense to possess foreign exchange in Turkey. Individuals are now allowed foreign exchange accounts, but companies may still be questioned by the tax authorities about the necessity of foreign expenditures for such things as advertising. 72 Although the remittance of profits has always been guaranteed by Turkish law, before 1980 it was difficult to accomplish. A company would be required to put its Turkish Lira in the Central Bank and wait for the Central Bank to find the required foreign currency while the money lost value due to inflation. In 1980, companies were allowed to transfer profits through their own bank but could do so only after the company's annual meeting and only after its accounts had been approved by the tax office. Since February 1988, profits may be transferred immediately upon the decision by the company to distribute profits at its annual meeting. The company's bank may immediately make the transfer of funds but must subsequently submit the company's approved tax statement and tax accrual and payment slip.
7 "
Law No. 6224 also guarantees the remittance of the proceeds from the liquidation of an investment, "at reasonable prices." '74 Under Communique No. 1 of 1986, the proceeds from such sale "will be given a foreign exchange permit by the Central Bank---without delay." ' A "reasonable price" is taken to mean the share price on the Stock Exchange or, if no stock is traded, a price set by the FID, usually based on past profits. 76 
72.
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Royalties can be quickly remitted by use of a foreign exchange permit which the Central Bank is required to grant whenever the company wants, rather than only annually. 7 In June 1991, Turkey further eased its already liberal foreign exchange regulations. Under the new regulations, foreign exchange credits secured from abroad which have maturities of over one year will require no prior Treasury approval. This should ease long term borrowing for Turkish banks. Banks are also allowed to sell unlimited amounts of hard currency to foreigners, ending a previous limit of $5000. To assist Treasury keep track of capital movements, banks must inform Treasury of transfers abroad worth more than $50,000, except for transactions involving trade or invisibles. Although gold imports will remain under the sole authority of the Central Bank, all controls on the export of gold have been lifted. 78 
V. FORMS OF DOING BusINEss
Under Law No. 6224, foreign investors may start a new enterprise, participate in a joint venture, purchase part of an existing business, or establish a branch or subsidiary or liaison office with no greater restriction than a Turkish national. 79 The form that a business activity may take in Sole proprietorship is not a common form used by foreign investors because it requires the foreign investor to arrive in Turkey within thirty days after registration of the firm, and he must appoint a legal representative when he leaves Turkey. 8 To establish a new business in Turkey, foreign investors generally use either the Corporation or the Limited Liability Company. 9 For conducting only marketing or services in Turkey the foreign investor can use an agency agreement or a Branch office. Each of these forms has unique characteristics which might make them preferable to the foreign investor.
A. Anonim irket
The Anonim irket has a trade name, and its capital is a determined amount which is divided into shares. It is liable for debts only in the amount of its assets, and the liability of its shareholders is limited to the value of their subscribed shares. 90 89. Marketing, supra note 1, at 46. 90. Shares must have a minimum value of 500 TL which can be increased by increments of 100 TL They may be issued to persons or bearers. Bearer shares may be issued only when entirely paid for. Preferred shares may be issued to give preferential treatment in distribution of dividends,
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Unless otherwise regulated, the minimum capital is 500,000 TL. 9 ' The Anonim qirket is created with the permission of the Ministry of Industry and Commerce. To create the company, five founders who are shareholders must draw up and sign the Articles of Association which states the purpose of the company. They must undertake to provide at least the minimum capital, have their signatures authenticated by a Notary Public, and send these documents along with an application to the Ministry of Industry and Commerce. After the shares have been subscribed, and the minimum capital requirement has been deposited in a bank, a constitutive general meeting must be held in Turkey in order to permit the presence of a Commissioner of the Ministry. 92 Once approved by the court, the company must be entered in the Trade Register of the Ministry of Industry and Commerce of the locality where it is situated and must announce its approval in the Trade Registration Gazette. Only after this final step does the Anonim qirket acquire corporate existence. 93 The government does not have the right to attend yearly board of directors meetings. However, a representative of the local Chamber of Commerce and Industry does have the right to attend all shareholders meetings, which must be announced in the local newspaper two weeks in advance, and for which a permit must be obtained from the local mayor's office. 94 
B. Limited qirket
The Limited qirket is founded under a trade name by two real persons or legal entities, Turkish or foreign, with a determined basic capital of not less than 10,000 TL) 5 which is subscribed to or assets, on dissolution. Shares may be changed from registered to bearer only when entirely paid up. The transfer of bearer shares is effective against third persons, and the company, by delivery. Registered shares are transferable, unless otherwise specified in the Articles of Association, and transfer is effective only when entered in the Register of Shares. CoM. CODE § § 399-419. 
See infra note 112 (giving additional capital requirements for foreign investors
/ Foreign Investment Laws in the Republic of Turkey
by members who are not issued shares. 96 The liability of members is limited to their subscribed capital. There may not be less than two, nor more than fifty members, and their subscriptions may vary but may not be less than 500 TL. 97 The Limited qirket is created by a process similar to the Anonim qirket. The Articles of Incorporation with the notarized signatures of the founders and an application for permission are submitted to the Ministry of Industry and Commerce. When permission is obtained, the Limited qirket is registered in the Trade Register where its main office is situated, and it announces its existence in the Trade Registry Gazette. 9 "
The Anonim qirket and Limited qirket are subject to government inspection and they both must appoint auditors, of which half, plus one, must be Turkish nationals. 99 They are both taxed similarly and are eligible for similar tax incentives and credits. 1 00 Resident companies are taxed on world wide income with credit given for foreign taxes paid. Nonresident companies are taxed on income earned in Turkey. Corporate profits are taxed at a base rate of 46% which is increased by three additional levies to an effective rate of 49.22%.'°' There is no withholding tax on dividends unless they are derived from corporate profits which are exempt from tax. In this case, there is a 10% withholding tax whether the dividend is distributed or not. Since April 1988, private sector companies employing more than ten people must pay a 3% tax, and their employees must pay a 2% tax.' 0 2 There is no separate capital 96. CoM. CODE § § 503, 504,506. Certificates of Ownership do not qualify as securities, but can be transferred. Unless the Articles of Association prescribe otherwise, members must pay, in cash, the nominal value of the capital subscribed by them. § 508.
97. § § 504, 507, 532. 98. § § 509-512. 99. § § 347, 548. 100. Business, supra note 32, at 50. 101. The levies are as follows: 5% of corporate tax for Defense Industry Support Fund; 1% of corporate tax for Social Assistance and Solidarity Fund; 1% of corporate tax for Apprenticeship, Vocational and Technical Training, and Encouragement Fund; and 0.3 % for the Pollution Prevention Fund. Joint Stock companies, with more than 100 stockholders, with shares registered on the stock exchange, and publicly traded, are taxed at a base rate of 40%. See ISTANBUL CHAMBER OF COMMERCE, PuB. No. 1990-25, A SuRvaY oF mE TuRIUSH TAX SYSTM 19-20 (1990).
102. Business, supra note 32, at 50-51.
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The Transnational Lawyer Vol. 5 gains tax, and Turkey has treaties to avoid double taxation with a number of countries. 
C. Agency
Principal-agent relationships are governed by chapter IHI, articles 116 to 134 of the Turkish Commercial Code."° The foreign investor or seller may sign an agency agreement with a legal entity or a person in Turkey for the import and distribution of products. This is a private contract and the amount of the commission is not regulated, but payment of the commission is carefully watched by the government. For example, commission rates must be shown on invoices, and the government prefers that commissions be deducted from invoices, before payment is made to the seller in the foreign country, in order to limit the loss of foreign currency. If the commission is to be paid to the agent after payment is made by a buyer to a foreign seller, the government strictly watches that the commission payment is repatriated after shipment of the goods. 1 " 5 A foreign seller can appoint only one agent for a particular line of products, and agents are not allowed to work for competing sellers in the same territory unless the sellers agree in writing. Because payment to the principal is not made in Turkey, there is no tax levied on the foreign principal by Turkey. Under Turkish law, the taxpayer will be the agent or representative.
7
103. Turkey has treaties to avoid double taxation with France, the Netherlands, the U.K., Belgium, FRO, and Sweden, and negotiations are underway with Italy, Japan, Spain, and the United States.
104. An agency contract is broadly defined by the Turkish Code of Obligations, article 386, as any contract based on express, or implied agreement, whereby the agent agrees to carry out, under the terms of the agreement, the business or service with which he is entrusted. 
E. Branch Offices
Any foreign company can establish a branch office in Turkey by applying for, and getting, permission from the FLD, investing a minimum of $50,000 capital, and registering in the Trade Register."' A Turkish branch office cannot deduct a share of its parent company headquarter's expenses from taxable income. Branches may be defined by Turkish corporate tax law as limited taxpayers for noncommercial activities such as consulting or professional services. As limited taxpayers, they must withhold, and pay monthly, varying percentages (up to 25%) from their invoices or gross revenues. For commercial transactions such as the sale of goods, branches are treated as full taxpayers and taxed as corporations on a yearly basis at the corporate tax rate.' 
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The foreign investment must be at least $50,000. This means that each foreign partner or investor must invest a minimum of $50,000. The minimum investment rule does not apply to Turkish partners.
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In applying to the FID, one must provide a description of the project with a feasibility study, detailed information about the investor and local partners, projected costs and the source of financing, and whether the project will benefit from customs exemptions or other incentives. 14 
VII. TREATIES AFFECTING FOREIGN INVESTMENT
A. Multilateral Treaties
Turkey is an associate member of the European Community and has been working toward full membership. , 1990 ) ('The EC Commission June 7 approved a strategy for future relations with Turkey which could lead to the elimination of all bilateral tariffs and non-tariff barriers between the two countries by 1995. Currently, Turkish industrial goods enter the Community duty-free but farm and textile products are subject to stiff quotas. Community products exported to Turkey however have to pay high tariffs, Commission sources explain, so that any move towards an elimination of Community restrictions will have to follow similar efforts by the Turks.").
116. Foreigners, supra note 11, at 6; Foreign Investment Regulation 14 (FID 1992).
Commercial Samples and Advertising Materials, and the T.I.R. Customs Convention.
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B. Bilateral Treaties
On October 18, 1988, the U.S. Senate gave its advise and consent to a bilateral investment treaty with Turkey conferring national and most-favored-nation treatment including unrestricted transfer of profits, dividends and royalties, exemptions from performance standards, and impartial international arbitration of investment disputes." 8 Turkey has also signed bilateral investment agreements with West Germany, Belgium, Luxembourg, Bangladesh, Switzerland, Holland, the Netherlands, Japan, the United Kingdom and Northern Ireland, France, and Austria. 9
C. Intellectual Property Agreements
As a member of the World Intellectual Property Organization (WIPO), Turkey guarantees nationals of other member states the same protection of patent rights as Turkish nationals. 2 ' Under the Turkish Patent Law of 1880 as amended,1 2 1 patents are granted for five, ten, or fifteen years. However, if an invention has been patented elsewhere and has not been in public use in Turkey, Turkey will grant protection only for the unexpired term of the foreign patent." Foreign patents are registered with local patent agents. Turkey is also a signatory to the European Patent Convention of 1973,123 but its patent law has been criticized for not adequately protecting producers of agricultural chemicals, 
D. Taxation Treaties
Turkey has negotiated double taxation treaties with a number of countries, including the United States."' Although the tax treaty with the United States was initialed in 1986,134 it has yet to be ratified. 135 VIII. INVESTMENT INCENTvES Various incentives are granted to investments. Most incentives are directed at encouraging investment in certain less developed areas; 136 the amount of the incentive varying with its sector and territorial location.1 37 To qualify for an incentive, a foreign investor must apply to the FID. 38 The minimum investment, to be eligible for an incentive certificate, is 250 million TL in a priority region, over 2.5 billion TL in other regions, or one billion TL in a Free Trade Zone.
139 For other projects, there are also minimum equity requirements depending on the type and locality of the investment.
40
The incentives available are: customs relief;' 4 ' exemption from taxes, duties, and charges on credits; 42 142. The exemption from corporate taxation varies between 30% to 100%, depending upon the location, amount invested, and the type of investment. Id. at 9.
143. This cash grant is provided by the Resource Allocation Support Fund established within the Turkish Central Bank, and is paid according to the type, and location of the project. For example, investments in frst priority areas receive a 50% premium, investments in Organized Industrial Zones in first priority areas receive a 60% premium, and Educational services in any region receive a 50% premium. Id. at 20-22. machinery and equipment leasing incentives;'"exemption from building and construction taxes; and postponement of the Value Added Tax on imported capital goods. 145 There are also incentives available for ship and yacht building, and tourism investment. 146 Since April 1990, there are special incentives to encourage investment in the automotive industry. 47 
A. Free Trade Zones
In 1985, the Free Trade Zone Law, No. 3218,148 designated certain zones in which foreign and domestic merchandise is considered as being outside of Turkish customs territory. Such merchandise can enter Free Trade Zone warehouses without formal customs entry, payment of customs duties, wharf duties, import duties, or excise taxes, and free of all other Turkish taxes. 149 Turkish Free Zones are unique in that merchandise manufactured in a Free Zone can be sold in Turkey. 1 50 The basic infrastructure in these Zones is provided by the government, but they may be managed by foreign firms.' Additional privileges include: reduced bureaucracy, no customs formalities or charges on import or export of investment materials, only a 0.5% fee on production inputs, exemption from export procedures on exports from Turkey of up to $500 value, and no corporate tax on income, and no obligation to account in Turkish Lira. 152 Free Trade Zones are in operation in Mersin, Antalya, Izmir, and Yumurtalik near Adana.' 53
B. The Build-Operate-Transfer Plan
Foreign companies are able to participate as investors in large infrastructure projects" 5 under the Build-Operate-Transfer (BOT) plan. The foreign investor uses its funds to build the project, thus saving the government valuable reserves, 15 5 and will then be allowed to operate the project for its economic life, from ten to twenty-five years, with the government guaranteeing to purchase its output. At the end of the agreed period, the project may be transferred to the government. These projects are coordinated by the FID which determines what projects will qualify.' 56 The first proposed BOT project was a nuclear power plant in Akkuyu, near Mersin, by Kraftwerk Union of West Germany and Atomic Energy of Canada. This project failed to proceed due to financing, and risk sharing disagreements. While negotiations were underway on the nuclear plant, a BOT proposal for three imported coal fired power plants was bid upon by foreign consortia and, finally, after difficult negotiations and lack of financing, only one of the plant projects was awarded to a consortium of Japanese companies. Other projects initiated include the Ankara Metro, Istanbul Airport and World Trade Center, Birecik Hydroelectric Power Plant, and the Izmit Water Supply project. 157 The BOT has been criticized as making "less headway in Turkey than in other developing countries where it has been adopted."' IX. CONCLUSION The economic reforms described in this paper were designed to increase Gross National Product, eliminate a worsening balance of payments deficit, and decrease inflation. 159 They were successful in spurring an annual growth rate of 8.1% by 1986; the fastest rate in the OECD.' 6 ' In 1989, the annual growth rate fell to 1.1%, and then rose again in 1990 to 10.2%.161 A slower growth rate of 3.5% to 4% was expected in 1991, in part because of an estimated loss from the Gulf Crisis of $6.2 billion.' 6 2
The Current Transactions part of Turkey's balance of payments in 1980, showed a deficit of $806 million.' 63 By 1988, this had been reversed to a $1.6 billion surplus, causing great optimism." In 1989, however, the surplus shrunk to below $1 billion, 165 and by 1990 Current Transactions fell to a deficit of $2.6 billion. In 1991, partly due to the Gulf Crisis, an even larger deficit was projected, causing some to argue for a return to protectionism. 166 Turkish foreign currency reserves, which reached a record $12 billion in 1990, fell significantly during the Gulf Crisis but recovered to approximately $12.8 billion by November 1991.167
Turkey's high inflation rate was a major target of its economic reform legislation and regulations. It was over 30% per annum before 1980 and, except for a brief period of easing in 1988, has continued to increase to approximately 66.8% in 1991.168 It is difficult to assess what the rate of inflation would be but for the economic reforms. The primary cause of Turkey's worsening inflation is said to be a continued high rate of government spending on infrastructure projects.' 69 High budget deficits cause government borrowing in the money market which drives up interest rates and acts as a damper on private investment. 17 The battle against inflation through privatization and encouragement of foreign investment will, of necessity, continue to be a top priority of the Turkish government. 17 On October 20, 1991 the ruling Motherland Party (ANAP) was defeated. Suleyman Demirel has become the Prime Minister. His True Path Party (DYP) won 178 of 450 parliamentary seats; not enough to govern alone. It formed a coalition with the Social Democratic Populist Party (SHP). 72 Although it was predicted that the Demirel government would call for an increased role for government in the country's economic and industrial affairs, 73 the Prime Minister, in a recent speech, said, "I can reiterate the Turkish government's dedication to free-market policies."' 74 The new government has set as a priority the lowering of consumer price inflation to 42% in 1992,'7 T and has been actively engaged in increased aid and commerce with the Republics of the former Soviet Union. They have recently signed
